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KEY ECONOMIC INDICATORS - NEPAL 


All values in millions of Nepali Rupees and for end of period unless otherwise stated. 


NEPAL FISCAL YEAR "5 agai Toean eas 
Mid-July to Mid-July FY 81/82 FY 82/83 FY 83/84 Percentage 


Estimate Change 


INCOME & PRODUCTION 

GDP at Current Prices (est.) 30,265 333621 38,184 

GDP at Constant FY 75 Prices (est.) 20,926 20,642 22,272 

Per Capita GDP, Current Prices (est. in Rs.)1,965 2,126 2,357 

Per Capita GDP, Constant Prices (est.in Rs.)1,359 1,306 1,368 

Agricultural Production ('000 M.T.) 5,019 4,455 5,362 
Foodgrains 3,983 3,350 4,285 


Cash Crops 1,036 1,105 R077 
Government Budget 


Regular 
Development 


MONEY & PRICES 
Money Supply 4,867. 3* 
Interest Rates (Percentage) 
Central Bank (Treasury Bills) 2 : SO 
Commercial Banks (Prime) 12.0 
Commercial Banks (Average) 15.0 
Retail Price Index (72/73 = 100) 7* 


BALANCE OF PAYMENTS & TRADE 
Gold & Convertible Currency Reserves+ 2,605.2 L,/ses3 L,.742..5* 
Indian Currency Reserves+ 1,306.0 1,512.4 1,639.6* 
External Public Debt Outstanding Shi ee 4,831.6 5 ,690.6* 
Balance of Payments (basic balance) 381.8 - 747.0 - 80.6* 
Balance of Trade 3,438.8 5,040.5 4873.5 
Exports, FOB 1,491.5 L,toe.0 Lites 
Overseas Exports, FOB 497.1 288.7 528.8 
U.S. Share 23.4 17.7 29.7 
Imports, CIF 4,930.3 6,172.5 6,596.2 
Overseas Imports, CIF 2,649.4 3,672.9 3,473.2 
U.S. Share 171.0 133.5 146,0 
Overseas Tourist Arrivals (Calendar Year) 112,694 121,247 129,303 


Exchange Rate: U.S. Dollar One = NRs. 13.2 14.3 16.3 


Main Imports from U.S. (FY 1983/84): Medicines - 40.5, Milk and milk products - 25.1, 
Foodstuff - 12.3, Wheat - 9.3, Medical equipment - 
7.4, Pive - 7.4, Aircraft Spare varts - 5.5, 
Office equipments & stationery - 4.8, Construction 
materials - 4.5, Polythene granuals - 2.8, 
Bitumen - 2.9, Telecommunication equip. - 2.7, 
Automobile and parts - 2.3, Machineries and 
parts - 2.3. 


Note: * As of Mid-April 1984 (percentage change over mid-April 1983 figures) . 
+ Net official, plus Commercial Bank holdings. 


Source: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center, plus Embassy estimates. 





SUMMARY 


Nepul is a relatively small, landlocked, mountainous 
country. The bulk of its estimated 16.3 million 

people lives in the Southern lowlands bordering 

India, in small valleys within the Himalayan 

foothills, or on the slopes surrounding these valleys. 
The population, already straining many of the country's 
limited resources, is growing at a rate of 2.6 percent 
annually despite government efforts to limit its 
growth. Extension of cultivation to marginal hillsides 
and stripping of forests for fuel and fodder subsistence 
are causing serious erosion and environmental problems. 
The summer monsoon rainfall is the most important 
determinant for well being in Nepal's agriculture-based 
economy. The good monsoon in 1984 will help to improve 
somewhat the country's overall economic prospects in 
the coming year. 


Nepal's economy is still largely dictated by the 
subsistence agriculture on which the vast majority of 
Nepalese depend. A good harvest last year as a result 
of favorable monsoon rainfall gave the country some 
respite from the economic deterioration of the previous 
year. Agricultural production was up 20 percent over 
FY 1982/83 (mid-July to mid-July), and 7 percent over 
FY 1981/82, which contributed to an estimated increase 
in the GDP of about 7 percent. Industrial production 
this past year also continued to increase, with a growth 
of some 13 percent due in part to the smooth supply and 
reliability of electricity and construction materials. 
The external payments situation, which deteriorated 
considerably in 1982/83, has improved slightly during 
the first nine months of FY 1983/84 and is expected to 
be marginally on the positive side at the end of the 
year due to an increase in exports, a slowdown in the 
rate of increase of imports and continued inflows of 
foreign assistance. 


Foreign assistance continues to play a critical role in 
financing the country's development plans and in 
covering budgetary deficits and is increasing rapidly, 
especially from multilateral sources like the World 
Bank and the Asian Development Bank. 





Opportunities for United States business in Nepal 
are greatest in the proposed major development 
projects to be financed through foreign and 
multilateral assistance. As Nepal works toward 
developing its enormous hydroelectric potential, 
there will be a significant demand for consultant 
work, construction contracts, and equipment sales. 
The Government of Nepal increasingly encourages 
private investment. The new Investment Act was 
specifically designed to attract and assist in 
developing foreign investment. Opportunities for 
such investment rest largely in tourism with some 
possibilities in mining and agro-based industries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Agriculture dominates all economic activity in Nepal, 
employing over 90 percent of the work force, contri- 
buting almost 60 percent to GDP and 75 percent of 
exports. Much of Nepal's limited industrial activity 
involves the processing of agricultural produce. The 
country's overall economic well-being is therefore 
intimately tied to the success of agriculture which, 
on the other hand, is dependent on the annual summer 
monsoon rainfall, as irrigation covers only about 

13 percent of agricultural land. With a good monsoon, 
the 1983/84 grain harvests recovered from the slump of 


the previous year and surpassed the relatively good 
harvest of the year before. Foodgrains production 
increased by 27.9 percent over 1982/83, mainly due to 
a significant increase of 50 percent in the production 
of paddy which had dropped by 28 percent in FY 1982/83. 


Production figures in thousands of metric tons were as 
follows for major Loodgrains: 


FY 1981/82 FY 1982/83 FY 1983/84 
2,560 1,832 etal 
751 718 761 


$25 657 632 





Paddy yields increased from 1.45 mt/hectare in 1982/83 
to 2.07 mt/ha; maize from 1.41 mt/ha to 1.51 mt/ha, 
with wheat down marginally to 1.34 mt/ha. The good 
harvest permitted exports of some 16,000 metric tons 
of rice after having virtually no exports from last 
year's crops. This, however, compares with exports 

of 50,000 - 100,000 tons at times in the past, 
indicating that Nepal's traditional grain surplus for 
export is being consumed by the growing population. 


Cash crop production declined by two-and-a-half percent 
due to transfer of acreage to rice and other grain 
production to recoup the losses from the previous 
drought year. While oilseeds, tobacco and potato 
production went up by 7.2 percent, 3.0 percent and 

0.8 percent, respectively, sugarcane production went 
down by 3.7 percent. Jute production further declined 
(down 35.9 percent) despite increased production of 
processed jute, as jute industries drew on previously- 
held stocks. The government is working to improve crop 
yields through increased distribution of improved seeds 
and fertilizers and the expansion of the country's 
limited irrigation facilities. The use of farm credits 
and the development of cooperatives, while still ona 
small scale, continue to grow. 


Production figures for principal cash crops in thousands 
of metric tons are: 


Percentage 
Change Over 


Crop FY 1981/82 FY 1982/83 FY 1983/84 Last Year 


Sugarcane 590 617 594 
Oilseeds TS 69 74 
Tobacco 4.8 6.7 6.9 
Jute 42.6 39 zo 


Potato 





Industrial production makes up 12 percent of Nepal's 
GDP. Most industries are agriculturally-bascd, c.g., 
jute and sugar processing, cigarettes, rice and wheat 
milling. In the past decade there has been modest 
but steady growth in the development of textile 
industries, cement and paper mills, building materials 
and cottage industries. The development of mining is 
hampered by limited natural resources and difficulty 
of access to them. Projects are currently under way 
to develop magnesite and zinc mines with production 
being sold primarily to markets in India. Tourism 
remains a major foreign exchange earner. This sector 
grew some seven percent after a slow period in the 
past few years. 


In 1983/84 most industries in Nepal increased production 
and capacity utilization, helped in large part by 
increased availability and reliability of electricity as 
the Kulekhani project came on line and transmission 
systems were improved. Still, limited domestic markets 
and difficulty of access to,and competition in,foreign 
markets continue to hamper expansion of production in 
many industries. 


Production of jute goods, a major industry, still suffers 
from poor foreign demand. In the first nine months of 
1983/84 improved demand and higher prices for twine, 
hessian and sacking in India and Nepal resulted in a 

24 percent increase in overall jute goods production. 
Similar growth was seen in the production of textiles 

(up 19 percent), matches (28.7 percent), alcohol (19 
percent), tea (23 percent), beer (63.5 percent), and 


soap (10.6 percent). Processed leather, cigarettes, 
brick and tiles, cement, and cottage and small industries 
all showed healthy increases. Declines occurred in the 
production of sugar (down 17.4 percent) and leather 

shoes (down 22.9 percent). 


to improve industrial development, and to concentrate 

its financial resources in other development areas, the 
Government of Nepal has put a high priority on encourag- 
ing the growth of the private sector. There remains an 
acute shortage of capital, management and technology in 





Nepal, which the government hopes to correct by 
attracting foreign investors. In 1982, Nepal passed 

an Investment Law designed to encourage the development 
of the private sector and to attract domestic and 
foreign investment through tax holidays and a variety 
of other incentives. In late 1982, Data Systems 
International (DSI) became the first American firm to 
incorporate in Nepal under this new law. DSI has 

Since become the first company to secure OPIC insurance 
for operations in Nepal. The first multinational/major 
brand name factory began operation in Nepal in 1984 
with the manufacture of Eveready batteries. Nepal 
Battery, Ltd., a subsidiary of Union Carbide (India), 
Ltd., will supply Nepal's full domestic requirement for 
flashlight batteries. The growth of industrialization 
in Nepal will require development of energy sources-- 
almost exclusively hydroelectric power--and of markets 
for the goods produced. 


The country's population of 16.3 million, most of whom 
are subsistence farmers with little cash income, will 
support only a limited number and scale of import 
substitution industries for the foreseeable future. 

The most logical market for Nepalese exports is India, 
but competition and restrictions within the Indian 
market to date have limited access for Nepalese 
manufactured goods. The growth of ready-made garment 
exports in 1984 may point the way toward labor-intensive, 
value-added export industries for Nepal. 


Despite the hindrances to development, industrialization 
continues to grow slowly in Nepal. While industries 
related to tourism continue to dominate the field, 

there has been growth in textiles, agricultural tools, 
iron, and a variety of small-scale and cottage industries. 


Energy 


As in other developing countries, the demand and 
consumption of energy in Nepal is growing fast. Of the 
total energy consumed in the country, over 85 percent is 
provided by fuel wood, 6 percent by petroleum products, 

1 percent by hydropower and the rest by other sources. 
Overcutting of timber resources to meet these energy 
needs has resulted in environmental problems and caused 
the government to look increasingly to other fuel sources, 





especially its vast hydroelectric reserves. Nepal 
is estimated to have two percent of the world's 
hydro potential. Because of the high cost of 
developing this potential, and the still limited 
domestic market for large amounts of power, hydro 
development has been limited. However, the 
availability and reliability of electric power in 
the Kathmandu area is currently good, due largely 
to the new 60 MW Kulekhani facility, which provides 
the major part of the 150 MW capacity the country 
now has. A national electricity grid is being 
established with Asian Development Bank financing, 
and the Kulekhani II Project (32 MW), together with 
the Marsyangdi Project (66 MW) funded by IDA and 
German aid,will meet projected power needs through 
1993. The IBRD is funding a detailed feasibility 
study of the mammoth power potential of the Karnali 
River. 


Various foreign donors help Nepal develop "mini-hydro" 
plants to provide villages with an alternative fuel 
source to wood and to provide energy for rural, 
small-scale industries. 


Four major hydro-development projects, including the 
3,500 megawatt Chisapani/Karnali Project, are currently 
under consideration. They will require very large 
amounts of foreign assistance and close cooperation 
with India, which is expected to be the major consumer 
of the power generated. 


Nepal must import all petroleum products. Gulf 
countries and the USSR are the prime sources of 
supply. Refining, for which Nepal has no capacity, 
is done in India. Consumption of petroleum grew by 
three percent in 1983/84. A price rise for petroleum 
products was announced in October, 1984, following 
three years of steady pricing. A World Bank-funded 
study of petroleum potential of Nepal may reverse the 
long-held assumption that there is nothing to be 
found there. 


Cost of Living 


Inflation has been a serious problem, with an annual 
inflation rate of around 13-14 percent in recent years. 
The rise in National Consumer Price Index in April, 





1984, compared to April, 1983, was 3.9 percent on 

a point-to-point basis as against 14.7 percent during 
the corresponding period last year. Although the 

rate of increase in the price level in FY 1983/84 was 
lower, inflationary pressure persists, and many 

prices have risen sharply since April, 1984. Various 
government measures, including fair price shops and 
price ceilings for certain basic necessities, have 
been of little effect in controlling prices. Occasional 
shortages of certain essential commodities, the higher 
prices of imported goods, and the expansionary effects 
of deficit financing have been the main factors 
contributing to inflation. 


Trade and Balance of Payments 


Nepal's traditional trade deficit continued to grow this 
past year, but at a rate lower than the previous drought 
year. Exports increased 52 percent in value over 1982/83, 
but imports continued to rise by 7 percent from a higher 
base. The negative aspect of this trend on Nepal's hard 
currency foreign exchange earnings is compounded by the 
growing dependence on the Indian market, which purchased 
69 percent of Nepalese exports in 1983/84. Sales to 
other countries, including all hard currency buyers, 
nevertheless went up by 83 percent from a year ago. 
Imports from India grew by 25 percent, while imports from 
other countries declined by an estimated 5.4 percent. 
This trend, expected to continue in coming years, 

largely reflects the growing need for capital goods, 
petroleum, and constructionand industrial raw materials 
as Nepal's development programs expand. 


In spite of the widening trade gap, the balance of 
payments position was in Nepal's favor until FY 1981/82, 
largely due to inflows of transfer payments and foreign 
assistance. But in FY 1982/83 Nepal experienced a 
payments deficit to the tune of $47.2 million, mainly due 
to a sharp reduction in agricultural production. The 
balance improved slightly during the first nine months 

of FY 1983/84 and is expected to be marginally on the 
positive side at the end of the year as the government 
continues its policy of reducing imports of nonessentials 
through higher import taxes and imposing quantitative 
restrictions and stricter licensing requirements. 





Nepal's foreign exchange reserves, as of mid-April, 
1984, stood at $207.5 million, equivalent to about 
seven months of imports; of this, hard currency 
reserves cover four months. 


Government Budget 


Traditionally, Nepalese Government expenditures do 
not reach budgeted levels, a pattern repeated in 
this past year. While the original budget 
projected a 22 percent increase in expenditure over 
1982/83, actual expenditures are estimated to have 
grown by about five percent to a total of 

$512 million. Nepal's budget is divided into the 
regular, or operating, budget and the development 
budget, the latter this year accounting for 

69 percent of the total. Approximately 63 percent 
of development costs were covered by foreign aid 
loans and grants, up from 50 percent a year ago. 
The remainder of development funds and all operating 
budget expenses are covered by domestic sources. 
Government revenue collection grew by 23 percent to 
an estimated NRs. 4,190 million. As import duties 
have been the single most important source of 
government revenue, the proposed reduction in the 
level of imports could restrict revenue growth in 
the coming year. Foreign debt remains relatively 
small as most foreign loans are provided at 
concessional rates. Total debt as a percentage of 


gross domestic product (GDP) grew by five points to 
17 percent in 1983/84. 


Foreign Assistance 


Nepal remains one of the poorest countries in the 
world. As a result, it has access to virtually as 
much foreign assistance as it can absorb effectively. 
This past year Nepal disbursed an estimated total 

of NRs. 2,519.7 million from both multilateral and 
bilateral sources (aid grants of NRs. 1,145.8 million 
and loans of NRs. 1,373.9 million), an increase of 
some 21 percent over a year ago. Over the next few 
years Nepal is expected to continue to receive such 
levels of foreign aid, necessary not only for the 
country's extensive development projects but for the 
maintenance of its foreign reserves. 





Implications for the United States 


Nepal, with its small consumer population, undeveloped 
economy, and geographic remoteness, is not destined 

to become a major market for United States goods and 
services. Even where possibilities exist, U.S. firms 
will face stiff competition, not only from developed 
countries with experience in the region (such as 
Japan) but also from developing nations (such as Korea 
and, more notably, India) which possess the technology 
to meet many of Nepal's requirements and which have a 
major competitive edge from the standpoint of labor 
and transportation costs and other factors. 


Significant opportunities for American business may 
emerge in certain specialized fields, particularly in 
hydroelectric power generation and electrical 
distribution. While U.S. equipment can rarely meet 
Indian and oriental competition, there may soon be 
Significant opportunities in Nepal for American expertise 
in the design and implementation of major development 
projects. Worthy of particular attention are projects, 
largely in hydropower development, financed by the 
World Bank/IDA and by the Asian Development Bank. 

These projects, growing in number and value, offer 
substantial opportunities for consultancy, contracting 
and, to a lesser degree, equipment sales. 


In addition, American entrepreneurs are beginning to 
explore the opportunities Nepal provides for foreign 


investors with drive, perseverance and a clear market 
strategy. Government incentives for private and 
foreign investment are substantial and likely to remain 
in effect for the foreseeable future. Improvements in 
banking services, international (satellite) communica- 
tions and electricity supply promise to remove major 
impediments to doing business in Kathmandu. Investors 
with ideas which would increase exports, substitute 
imports and/or provide jobs and training for Nepalis 
should not hesitate to check out the possibilities 

in Nepal. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPO you need to succeed in overseas business. 
RTING Overseas Business Reports (oBr’s) 
BLINDFOLDED? bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
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Enter my subscription to: (] Overseas Business Reports at $29 per year ($36.25 overseas) For Office Use Only 
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